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A THEORY OF PRICES 

J. I.AURENCB UCGHHN 

§ I. Assuming that the problem of the theory of prices 
is the same problem as that of the value of money, we 
are at once required to explain that by value of money 
we mean the exchange value of money. With this 
understanding, it is evident that the level of prices is 
only a statement of the exchange value of money in 
terms of goods in general. A fall, for example, in the 
value of money necessarily carries with it the fact of a 
rise in the prices of goods. In the relation of a particu- 
lar commodity to money, price is the quantity of the 
money, for which it will exchange. If we are speak- 
ing of gold prices, the price of a single commodity is the 
quantity of gold for which it will exchange. One cannot 
think of price except as a ratio. 1 

The theory of prices, therefore, is clearly a question 
of exchange value. Consequently, its solution does not 
appear to me to be involved in the solution of the funda- 
mental theories of value, such as the case of marginal 
utility versus cost of production. If value be regarded 
as an unrelated magnitude of utility, or as subjective 
importance, we should still have the problem of exchange 
value. Whatever may be the various theories suggested 
as regulating the value of gold, or of a given commodity, 

1 It is impossible for me to understand Professor Kinley's idea of 
value as "the quantity of marginal utility of an economic good" ; 
and that the unit of value may be " the amount of value in a chosen 
quantity of any article. " (Money, p. 62). The qualities of an arti- 
cle inhere in it ; its ultility arises from a relationship between these 
qualities and the needs of men ; and these matters affect the exchange 
value of an article. But this gives us no explanation of exchange 
value. 
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we cannot escape the fact that exchange value between 
gold and goods is the problem of the value of money. 
And there seems to be a general concurrence in this 
simple proposition. 1 I am certainly in general agree- 
ment with most economists at this point. 

§.^2. When we mention the value of money, however, 
it is also necessary to know what we mean by " money." 
At this point we must, as investigators, be willing 
frankly to admit that there is no agreement whatever as 
to the usage of the term "money." Even the same 
writer will use it in different senses. To some, as 
Nicholson, for instance, money — so far as it concerns 
prices — is gold and nothing else ; to others, like Walker, 
it includes also government paper and bank notes ; to 
still others, it includes all the forms of credit such as 
bills of exchange and checks. 

It is evident enough that progress can be made 
only by some definite conceptions of the functions of 
money. In my opinion the distinction between the 
standard commodity in which prices are expressed, and 
the media of exchange by which goods are in fact trans- 
ferred conveniently, is essential to any insight into the 
real problem of prices. This distinction is simple 
enough, but it is far-reaching in its influence on the 
price question. For instance, we, in the United States, 
have the gold standard ; and, by our definition of price, 
the price of any commodity is the quantity of gold for 
which it will exchange. If this be so, the elements of 

1 J. S. Mill : Price is " the quantity of money for which it will ex- 
change," (Bk. Ill, Ch. 1, 1 1). A. T. Hadley : " A price, in the com- 
mercial sense of the word, may be defined as the quantity of money 
for which the right to an article or service is exchanged." (Eco- 
nomics : p. 72). Cf. also Seager : Political Economy, p. 51 ; W. A. 
Scott : Money and Banking, p. 34, and many others. 
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the analysis of price-changes are to be found, very evi- 
dently, in the relative values of goods and gold. The 
exchange value being not an absolute but a relative 
thing, we must, in a study of the price problem, deal 
with all the forces which can influence the ratio between 
goods and gold. To deal only with those affecting 
gold,,or the money side of the ratio, to discuss only the 
demand for gold and the supply of it, would be inade- 
quate and unscientific. To assign the causes of changes 
of price chiefly to variations in the quantity of money is 
not only one-sided, it is also ambiguous ; because 
" money " is only one side of the price-ratio, and to 
those taking this point of view " money " may not mean 
only the standard. 

To this point, obviously, everything is simple ; but here 
an honest inquirer rightly may suggest that there may 
be forces working on the value of gold, and thus on prices 
caused by the volume of other forms of money than 
gold, such as government paper, bank notes, and forms 
of credit. In the evolution of monetary conveniences, 
society has constantly aimed at finding safe media of 
exchange to avoid the use of the valuable standard, and 
this fully accounts for the creation centuries ago of 
such institutions as the banks of Venice and Amster- 
dam ; for the invention of the bill of exchange ; for 
bank notes ; and more lately, for checks and deposits 
and clearing houses. In the main, the increase or 
decrease in the volume of the media of exchange has an 
effect on the value of gold, and thus on prices only in 
so far as it touches the demand for gold. As a rule the 
evolution of these various media of exchange has saved 
gold from being used as a medium, and relieved it of 
demand as transactions have increased. The influence 
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upon prices of the quantity of the " circulation," when 
that word means media of exchange, therefore, is refer- 
able to the class of forces affecting the demand for the 
standard commodity. And demand for gold, or a stand- 
ard, is but one of several sets of forces which influence 
the. level of prices, or the value of " money." Yet it 
must be remembered, while sharply distinguishing be- 
tween the function as a standard and that as a medium 
of exchange, the same article chosen as the standard, 
like gold, may also be used as a medium of exchange. 
Although, as in the case of gold, the quantity of this 
last use may not be large, still the principles of price in 
operation are acting not the less distinctly upon that 
part which is standard differently from that part which 
is medium of exchange. 

§ 3. Obviously the supply of the standard commodity 
must be one force affecting its value, and thereby the 
level of prices. Yet the operation of supply on the 
value of an imperishable commodity, like gold or silver, 
is not the same in different epochs. To change its 
value the new supply must be large relatively to the 
total stock ; consequently as production goes on, the total 
stock begins to asstime an amount quite out of propor- 
tion to the new supplies from year to year. Thus 
changes in the annual product have less and less 
practical effect upon the value of the standard — -cer- 
tainly if we have gold in mind — and hence upon prices. 
If changes in new supply have an effect, which theoreti- 
cally always exists, that effect to-day will be very slow 
and gradual in its results on the level of prices. 

The supply, of course, cannot be considered by itself ; 
it must be taken in connection with demand. As we' 1 
all know, an increased or diminished demand becomes 
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effective on the value provided the stock is of such a 
quantity that the force of demand is appreciable on the 
total stock. If, then, the existing stock is very great, 
the effect of ordinary changes in demand, or even some 
considerable increase in demand, could produce little 
change in the value of the world's total supply. Hence, 
variations in the level of prices due to the fluctuations 
in demand for a standard, like gold, would also be very 
gradual and very long in producing evident results in 
general prices. 

§ 4. A frequent error in past discussions of prices has 
arisen from the careless neglect of the pivotal and ele- 
mentary nature of price. The price of any one article 
is the quantity of the standard for which it will exchange. 
We are studying a case of exchange value ; and the price 
obviously can be modified by anything which raises or 
lowers goods relatively to the standard. If the standard 
were supposed constant, any one knows that changes of 
price could be brought about by changes in the expenses 
of production of goods. Put a tax on goods and it is 
expected in general that their prices will rise ; intro- 
duce wonderful new inventions which save labor, and 
without question the price of the goods thus affected 
will fall. In neither case is it possible to refer the 
change in prices to changes in the demand and supply 
of " money " (however it may be defined) . In reality, 
since price is the relation between goods and a metallic 
standard, like gold, and since the enormous production 
of gold has created a very great total stock, any sudden 
or extreme fluctuations in prices, in any few years, 
could not be assigned to causes operating on the money- 
standard, but to those operating on goods themselves. 
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Hence the active causes working on the level of prices 
in the real world of to-day are not to be sought by con- 
fining ourselves to the one side of " money " in the ex- 
change ratio. The general level of prices is the result- 
ant of the two sets of forces acting both on the standard 
and on goods in general. The definite outcome can be 
known only after an examination of the relative strength 
of the various counteracting, or assisting, forces on both 
sides of the ratio. For instance, in the last thirty years 
there has been an unexampled progress of the arts, 
which has reduced the outlay in producing nearly every 
article of our daily consumption. In the same time 
there has been an unparalleled gain in the yield of gold. 
The total stock of gold has been at least trebled, if not 
quadrupled. There has been some increased demand 
from countries adopting a gold standard, but in no pro- 
portion to the increased supply. At present only aboiit 
one-half of the total stock of gold is used in the cur- 
rencies of the world. Therefore, gold ought to have 
fallen in value. Relatively to a day's labor it has fallen. 
On. the other hand, the marvellous achievements of inven- 
tion and discovery, have in general lowered the cost of 
obtaining a given unit of goods (z'.<?., a yard, a ton, etc.) 
in such a phenomenal way that in the race for cheap- 
ness of production goods have outstripped gold. This 
outcome is the resultant of the several forces acting on 
the general price-level during the last thirty years. As 
compared with prices about 1879, the general level of 
prices to-day is about 20 per cent, lower. And I am con- 
fident this fall cannot be ascribed to any scarcity of gold, 
or of " money " in any form. 1 The facts may be seen at 
a glance in the accompanying diagram. 
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§ 5. This analysis of price, and the consequent theory 
of prices goes with the insistence upon the fundamental 
nature of exchange value, and upon the definition of 
price. Clearly enough, it ignores some preconceptions 
which many of us have imbibed from all our earlier 
studies in economics. Sometimes I have been wrongly 
classed as a rigid Ricardian. Strangely enough for this 
classification, the improvement of our monetary theory 
obliges us, in my opinion, to depart from some of the 
accepted propositions of Ricardo. He has led many fol- 
lowers to put too much emphasis upon the effect of the 
quantity of money on the level of prices. 

At this point let me insist that I do not remove " the 
quantity of money " from the forces which have an in- 
fluence on prices. Full and sufficient emphasis has been 
given the theoretical effect of an increase in the supply 
of the standard commodity upon its value, and thus upon 
prices. Likewise, the effect of changes in the volume 
of media of exchange upon the value of the standard 
has been considered. But I am quite aware that some 
may believe that the quantity of the media of exchange 
has a direct effect on prices in other ways, by being 
offered for goods as purchasing power ; or that, with 
increasing transactions, the lack of media of exchange 
may cause a fall of prices. It is exactly on this point 
that some explanation of the application of my theory 
of prices may be permitted. 

§ 6. Please remember that I am asked to outline a 
vast subject like a theory of prices in thirty minutes, 
and that I cannot always give to each proposition its 
proper limitations. Yet I wish to insist, first of all, 
upon the idea that the valuation of goods, or the deter- 
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urination of their price in some standard, is as a rule the 
outcome of conditions antecedent to the formal act of 
exchange in the market for any form of money. The 
offer of a certain amount of some media of exchange for 
goods merely records the antecedent price-making pro- 
cess. The media of exchange come into play after the 
price-making process, and not as a part of that process. 
In the main, the media of exchange are a consequence, 
not a cause, of the influences determining prices. All 
the elements touching the acquisition (materials, labor, 
transportation, etc.) of an article ; the intensity and 
nature of the demand for it from consumers ; the influ- 
ence of monopoly conditions — all these are in constant 
operation in determining the quantity of gold for which 
the article will be bought and sold. After these forces 
have done their work, and a price adjusted by these 
forces has been fixed in the markets, the goods thus 
valued, or expressed for convenience in terms of a stand* 
ard, are actually exchanged (or paid for) by some medium 
of exchange, which, in these days, is seldom the standard 
commodity. The service rendered by the medium of ex- 
change is purely one of convenience. The seller receives 
for the price, previously agreed upon, some means of pay- 
ment (notes, checks, drafts, etc.) related to the standard 
indirectly by some test of solvency not material to the 
price-making process here under discussion. In most 
cases, such as selling wheat, or cattle, or wholesale goods, 
the media of exchange arises out of, and, as a consequence 
of, a discount based on the actual transaction. In these 
matters, a medium of exchange is provided by the banks 
in exact proportion to the sum of the value of the goods. 
As a matter of course, the quantity of the media of 
exchange must be drawn for sums equal to the transac- 
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tions, as expressed in dollars, or in terms of the standard. 
What should be kept in mind, however, is that in this 
whole process the "money," i.e., the media of exchange 
needed to perform the transactions, is not a factor in 
fixing the price per unit of goods. What buyer or seller 
of wheat or cattle is influenced in fixing the price of his 
goods by calculations as to the total supply of money in 
the country, as compared with the work to be done ? 

§ 7. Yet to many minds the amount of a man's pur- 
chasing power, which he can offer for goods, and which 
consequently affects the prices of those goods, is the 
quantity of " money " which he can offer. In this way 
it is sometimes assumed that the quantity of " money " 
iput into circulation is synonymous with the demand for 
goods in general ; if the quantity of " money " is 
reduced the demand for goods is reduced, and vice versa. 
Therefore, it is argued, the quantity of money in circu- 
lation is a direct factor in fixing the level of prices. 

To my mind this is a superficial way of looking at 
the price-making process. If we hark back to simple, 
fundamental forces, we ought not to go astray on this 
matter. In the first place, because all goods and prop- 
erty are conveniently expressed in dollars, or in the gold 
standard, we are apt to think of money, instead of goods, 
as the primary factor in trading operations. In the 
essentials of production and consumption, goods are the 
primary thing, while money is only a secondary or inci- 
dental thing, introduced solely as a convenience and 
subsidiary to the main operations of satisfying economic 
wants. In the next place, a man's purchasing power, 
in any sense in which he can have a vital influence on 
the prices of things he desires, is measured not by the 
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amount of money he has, but by the amount of his 
wealth ; or, to put it more exactly, by that part of his 
wealth which consists of cash and of immediately salea- 
ble goods. Since immediately saleable goods are 
always a basis of legitimate discounts, it amounts to 
saying that a man's purchasing power is limited by the 
amount of his cash, plus his credit. 

When we mention this conception of a theory of 
"purchasing power," which to some persons forms the 
demand for goods in general, we are at once introduced 
into the subject of demand for and supply of goods. Inj 
short, what is demand for goods ? That ought to be a 
simple question ; but it is not, if demand for goods is 
made synonymous with the volume of those instruments 
variously defined as " money." In case of particular 
demand and supply, a fluctuation in demand may cause 
a change in the market price of the one commodity in 
consideration. That is one of the ways by which read- 
justments of the values of commodities relatively to each 
other may take place. 1 Or an increase in expenses of 
production, or the operations of monopoly, might change 
the price in the face of ' a persistent demand. On the 
other hand, in the case of a general demand and supply, 
we all know as an economic commonplace that they are 
only different ways of looking at the same total mass "of 
goods : an increase in the general supply of goods is 
obviously an increase in the general demand for goods. 
Such operations do not act to change the level of prices, 
or the relation of units of these goods to a standard 
commodity, such as gold. Ranchman A may go on 

1 And a number of changes of this kind in several groups of goods, 
under a speculative influence, may theoretically lift the level of 
prices and so change the value of gold ; but this would be tem- 
porary and due to abnormal conditions. 
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increasing the number of cattle in his herd, and farmer 
B may go on increasing the yield of wheat on his lands, 
but the mere increase of cattle, or of wheat, does not 
necessarily lower the price of cattle or wheat. To ex- 
plain a particular price we must also deal with the 
actual demand for cattle, or wheat — arising from those 
who have immediately saleable goods or cash — as com- 
pared with the increasing supply. Our fine-spun 
theories are often held up by a sharp glance at well- 
known facts. In the last few decades we have witnessed 
a prodigious addition to the stock of saleable goods in 
our markets ; the total productivity of our capital and 
labor has been marvellously increased ; and conse- 
quently each unit, in the large total output of units of 
goods : can be sold at a lower price than before. These 
are gold prices, and yet no one can for a moment ascribe 
this fall to a scarcity of gold. 

At this point, however, reference may be made to 
some great new production of gold, such as that after 
1850, and it may be argued that this increase in gold 
caused a rise of prices. 1 To this contention let me say 
that new wealth of any kind — new gold, new wheat, or 
new cattle — add to man's purchasing power ; and, apart 
from the effect on the world-value of gold of a new sup- 
ply of gold sufficient to disturb the total existing stock, 
new wheat ought, according to that theory, to raise the 

1 In 1850 and thereafter the new supply of gold was large relatively 
to the existing stock, and the value of the standard commodity 
must have fallen, with a consequent effect of a tendency to higher 
prices, which was doubtless exaggerated by speculation. 

But, in the last fifteen years, the unexampled increase in the pro- 
duction of gold has not perceptibly influenced prices, owing to the 
already large accumulations in the total stock. These later events 
show unmistakably that an enormous increase in the stock of gold 
can take place without directly influencing prices. See the diagram 
opposite page 71. 



A Theory of Prices. 77 

general price-level, because of increased "purchasing 
power," just as much as a similar sum of gold. Keeping 
in mind that we are here concerned only with the idea 
that " purchasing power " is the form by which prices 
in general are affected, we may see that increase of 
wealth in any form ought to increase purchasing power, 
and thus raise prices ; but we all know it does not. 
Hence there must be something wrong with this way of 
determining prices. In my judgment the error lies in 
not seeing that purchasing power is synonymous with 
goods and not with " money." 

§ 8. Probably, when we were discussing the phenom- 
enal increase in the production of goods, it may have 
occurred to some that the vital thing in lowering prices 
was passed over ; that this vast addition of new goods 
has made a corresponding increase in the demand for 
" money " to carry on the new volume of transactions ; 
and that prices must have fallen because " money " has 
not been sufficiently enlarged in amount. 

Before discussing this point, let me have a word as to 
the logic employed. If it be shown that transactions 
have increased — which all admit — and also that prices 
have fallen, it is not competent to assume that prices 
have fallen because " money " has not increased in pro- 
portion to the transactions. This method of arguing 
assumes the whole point at issue — the cause of the 
change in the price-level. In order to prove that the 
amount of money in circulation regulates prices, it is 
not permissible in the progress of the argument to 
assume the thing to be proved. 

To pass now to the main question, there is a strong 
belief that — even if we admit that the demand for goods 
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is not synonymous with the volume of the circulation — 
the demand for money, in exchanging goods, is impera- 
tive, sui generis ; and that an increase of transactions 
would necessarily increase the demand for "money," 
enhance the value of " money," and thus lower prices. 
It is exactly in this connection that, in my judgment, 
the inadequacy of the old reasoning about prices most 
clearly appears. In a word, this inadequacy is to be 
found in an untenable assumption about the conditions 
under which the issues of mouey are made. It is im- 
possible to start with the assumption that the quantity 
of the circulation is capable of monopoly. And yet 
this is the Ricardian hypothesis. If there were limited 
sorts of media of exchange, and if these were wholly 
under control as regards the quantity outstanding, the 
conclusion which follows might be hypothetically cor- 
rect, but it would be quite aside from the facts of to-day. 
It is true that the demand for some media of exchange, 
by which the inconveniences of barter may be obviated, 
is in a sense imperative. The great mass of modern 
transactions could not possibly be carried on without the 
use of some form of a medium of exchange. But in our 
day there is a wide choice between various media of ex- 
change. Instead of there being only one kind, over which 
there is a monopoly control by the State, there are 
many available kinds. In the United States, for in- 
stance, should gold be required as a medium, there is 
free coinage, and a demand for its use would be a 
demand upon the large existing stock in the world, and 
not upon the sum actually in use within this country ; 
in a real sense gold is an elastic currency which can be 
freely imported or exported. But, for the transfer of 
goods there are also government notes, national bank 
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notes, bills of exchange, drafts, and the deposit-currency 
of banks. If there is an imperative demand for a 
medium of exchange, and if it is found that one sort of 
medium is limited, instead of a persistent demand that 
will raise the value of that one kind, the need can be 
satisfied by some other. No exceptional pressure will be 
brought to bear on the value of one kind until the capa- 
bilities of all kinds have been exhausted. Indeed, the 
final outcome is that in the deposit-currency we have a 
machine capable of expanding exactly in proportion to 
the work to be done. It is this medium of exchange 
which takes up all possible excess of demand which 
conceivably might fall on the other media (in most 
communities having wholesale transactions). There- 
fore, instead of there being a demand for a medium of 
exchange which produces a need so imperative that it 
can give thereby a special value to a form of money, 
we must believe that with the growth of legitimate 
transactions, there is created ipso facto a medium by the 
banks in a proportion corresponding exactly to the new 
need. This is no new saying, but only an application 
of a truth long ago expressed by a former President of 
this Association, as follows : 

" If the United States government were to pay off 
every legal tender note, and if every bank-note were to 
be withdrawn, these changes would produce no real 
contraction of .the currency. With specie thus brought 
into common use for smaller and every-day transactions, 
we should, it is true, have a currency far less convenient 
for its minor uses, and we should no doubt see the use 
of the deposit and check system thus carried pre- 
maturely into classes of transactions and sections of 
country where the note now meets a popular demand ; 
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but, as regards the mass of exchanges from which the 
business condition of the country at any given time 
takes its tone, we should find them carried on as now, 
by a creation of bank credits on whatever scale the 
needs of the time might require." 1 

Nor does it touch the pivotal point of the price ques- 
tion to discuss the effect on prices of changes in the 
rate of interest. A rise in the rate of interest, as is 
known to all economists, is a rise in the charge for the 
use of capital, and does not necessarily involve a 
demand for standard money in which prices are ex- 
pressed. But the essential fallacy in trying to connect 
the " value of money " with the rate of interest consists 
in supposing that price, or the exchange value between 
goods and some standard, can be determined by study- 
ing only the forces on the money side of that exchange. 

§ 9. It seems to me obsolete to talk of the offer of 
goods as the true demand for " money," in any sense 
that such a demand regulates its value. The need of a 
medium, of exchange requires satisfaction ; but the 
human race has long ago evolved a means of payment, 
through various devices which meets this need, with 
very little demand upon the valuable standard itself, 
and consequently without creating any effects to speak 
of on the value of gold, and thus on the level of prices. 
In applying the theory of demand and supply to the 
price problem, the demand for a medium of exchange 
is not at all synonymous with a demand for the standard 
in which prices are expressed. Nor is the supply of 
" money," which has any direct influence on general 
prices, the supply of the media of exchange. We may 

1 C. F. Dunbar, Deposits as Currency, Quar. Journ. Econ. I, July, 
1887, pp. 409-413. Also Economic Essays, (1904), p. 179. 
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have vast changes in the supply of media of exchange 
without causing any changes in the price-level. If such 
changes take place in this kind of money they are in 
the main referable to changes in the condition of busi- 
ness, to a rise or fall of the volume of transactions, due 
to causes quite independent of the quantity of " money " 
in circulation. The principle of demand and supply as 
applied to the price-question still holds good. On the 
one side, there is an increase, or decrease in the demand 
for the price-standard, as well as an increase or decrease 
in its supply, to be taken into account. But this is 
only half the solution. On the other side, there is the 
increase or decrease in the expenses of production of 
goods in general which are to be compared with the 
standard of prices. These points are essential elements 
in any theory of prices. 

§ 10. No time remains to me to introduce in detail the 
relation of credit to the price-level. In speaking of 
the theory of purchasing power, it was stated that, in a 
true sense, a man's purchasing power consisted of all 
his cash, and of all his immediately saleable goods ; 
or, of all his cash plus all his credit. The general pur- 
chasing power of a community, therefore, directed 
against all goods, is composed of all the cash, plus all 
the immediately saleable, or bankable goods. This, 
however, is only a statement of the machinery by which 
all goods, — all supply and all demand — are exchanged 
against each other. In truth, normal credit, by coining 
salable goods into present means of payment, merely sets 
more goods into circulatory exchange against each 
other than would be possible without the use of credit. 
In the end, since only a larger volume of goods are off- 
6 
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set against each other, we have a movement of a larger 
volume of goods at prices previously determined by a 
price-making process — a process usually finished before 
the moment when the goods are exchanged for some 
form of money. With abnormal credit, there may be a 
temporary and fictitious rise of prices, followed inevita- 
bly by a serious decline. 

The situation may be easily grasped by the accom- 
panying simple graphic illustration : x 
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§ 12. In conclusion, permit me to state in the form of 
various questions the pivotal issues involved in the 
theory of prices, and which must be settled before we 
can arrive at definite conclusions : 

i. Is the price of goods the quantity of some stand- 
ard commodity for which they will exchange, or is it 
the relation between goods and a variety of several 
media of exchange ? 

2. If true money is a commodity, like gold, then 
what determines the exchange value between goods and 
that commodity ? Is the problem in any way different 
from that of obtaining the exchange value of any two 
commodities ? 

3. What is the actual process of evaluation between 
goods and gold ? 

4. If Demand and Supply regulate the value of 
money (cost of production apart), what is the exact 
meaning of Demand for money and of Supply of money ? 

'See, for a fuller discussion of these points, my Principles of 
Money, chap, iv, and especially, page 112. 
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5. Is the demand for a money-metal only the mone- 
tary demand ? Is the demand for a commodity as money 
something sui generis ? 

6. In the theory of prices, what is meant by 
" money ? " Is it only gold, or gold together with 
everything, such as deposit currency, which acts as a 
mediu-m of exchange ? In short, what constitutes the 
supply of money ? 

7. If prices are influenced by " purchasing-power," 
is that synonymous with the sum of the existing media 
of exchange, multiplied by its rapidity of circulation ? 
Or is purchasing power in its ultimate analysis 
synonymous with the offer of saleable goods ? 

8. Have the expenses of production, or progress in 
the arts, no influence on the general level of prices ? 

9. What is the effect of credit on general prices ? 

10. How do fluctuations in bank reserves actually 
affect general prices ? Does the rate of interest, being 
paid for capital and not for money, have an effect on 
prices through its effect on loans ? 

11. By what economic process would a great new 
supply of gold influence general prices ? Only by being 
directly offered for goods as a medium of exchange ? 

12. Does the Ricardian reasoning in favor of the 
quantity theory of prices hold in monetary systems 
where free coinage of the standard money exists, and 
where devices other than the standard, are used as media 
of exchange ? If mints are open, how can the coin differ 
in value from the bullion of which it is made ? 



